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Abstract

This study explores two main issues. One: How do the exchange rate and inflation rate impact
long term dependency structure of weekly returns of seven African stock markets? Two: What is
the long term dependency structure of stock returns and variance in the absence and in the
presence of structural breaks? The sample period is 06-2002 through 02-2014. The returns are
de-thinned to account for illiquidity of stock returns. The study implements sequential multiple
structural breaks test to identify structural breaks. Three semi-parametric tests and three
parametric methods are then implemented to test for the long memory behavior of raw returns
and break-adjusted returns. The long memory estimates decline monotonically in magnitude or
in statistical significance as returns are adjusted for exchange rate and then inflation rate. There
is evidence of multiple structural shifts whose break dates correspond to major domestic or
global events. Without structural breaks, the results indicate the existence of long memory
components in returns and variance. Using the break-adjusted returns, the long memory evidence
in returns and variance weakens in magnitude and/ or statistical significance or just dissipates in
some ASMs. The absence of long memory using break-adjusted returns suggests that long
memory may be an artifact of short memory encountering breaks in some ASMs. Caution is
therefore warranted when interpreting long memory inferences in the presence of structural
breaks and making policy recommendations. Our evidence is useful to investors, fund managers
and policy makers.

Keywords: Long memory; Market efficiency; Stock returns; African markets; Structural Breaks

JEL Classifications: G12, G14, G15

* Corresponding author: Email: ngene_gm@mercer.edu; phone: (478) 301-27109.



ISIf)rticles el Y 20 6La5 s 3l OISl ¥
Olpl (pawasd DYl gz 5o Ve 00 Az 5 ddes 36kl Ol ¥/
auass daz 3 Gl Gy V

Wi Ol3a 9 £aoge o I rals 9oy T 55 g OISl V/

s ,a Jol domieo ¥ O, 55l 0lsel v/

ol guae sla oLl Al b ,mml csls p oKl V7

N s ls 5l e i (560 sglils V7

Sl 5,:K8) Kiadigh o Sl (5300 0,00 b 25 ol Sleiiy ¥/


https://isiarticles.com/article/93620

